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According to preliminary estimates by the UN's Economic Commission for Latin America and the
Caribbean (ECLAC), the regional economy grew by nearly 4% in 1994, marking the fourth straight
year of moderate economic expansion since the recovery from the crisis of the 1980s began in
1991. Inflation rates also continued to decline on the average throughout the region last year. Still,
notwithstanding these positive economic indicators, most countries reported substantial jumps in
their trade and current account deficits in 1994, which could undermine economic recovery in the
medium to long term if steps are not taken to correct imbalances. In its year-end report for 1994,
released on Dec. 20, ECLAC estimates that the GDP throughout Latin America and the Caribbean
grew by 3.7% on average last year, representing a noteworthy increase compared with 1993, when
the regional economy expanded by 3.2%. As a result, per capita GDP grew by 1.9% on average last
year, the highest per capita GDP expansion in the last four years
By country, the highest growth rate was in Peru, where ECLAC reported a whopping 11% jump
in GDP, up from 6.5% in 1993. Guyana was the runner up, with 8% growth last year, followed
by Argentina, with 6% growth. Another 10 countries also registered above-average growth rates
of between 4% and 5%, including Bolivia, Brazil, Colombia, Chile, Ecuador, Uruguay, Panama,
the Dominican Republic, El Salvador, and Costa Rica. In three of those countries Ecuador, the
Dominican Republic, and Uruguay last year's growth represented a substantial improvement
compared with 1993, when all of those nations reported growth of below 2%. In contrast, three
countries in the region registered marked economic declines in 1994. In Haiti, the GDP fell by
another 10% last year, bringing the cumulative drop in output to about 30% since 1991, given that
the Haitian economy plummeted by 10.5% in 1992 and 11% in 1993 (see NotiSur, 10/20/94).
In Venezuela, the GDP fell by 4% in 1994, representing a substantial deterioration in economic
conditions since 1993, when the Venezuelan economy slipped into crisis with a 1% decline in GDP.
And, in Honduras, the GDP fell by 1.5% in 1994, marking a sharp reversal in economic trends in that
country. In 1992, Honduras registered hefty growth of 5.7%, although output had slowed somewhat
in 1993, to 3.5%. Economic recovery in the advanced industrialized countries largely fueled growth
throughout the region in 1994. Last year, ECLAC estimates that the economies of the industrialized
nations grew on average by more than 2.5%, the highest growth rate since the late 1980s. That, in
turn, led to a jump of more than 5% in the volume of imports by those countries, and consequently
a substantial improvement in prices for most exports from Latin America and the Caribbean. As
a result, regional export income jumped by a hefty 14% last year. Total income grew from US$134
billion in 1993 to US$153 billion in 1994.
ECLAC also reports significant progress last year in regional efforts to control inflation. The average
increase in consumer prices throughout Latin America and the Caribbean (excluding Brazil) fell to
just 16% in 1994, marking four straight years of steady decline. ECLAC had previously reported an
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average increase in prices of 49% in 1991, 22% in 1992, and 19% in 1993. In fact, seven countries in
the region registered one- digit inflation rates in 1993: Argentina (3.6%), Bolivia (8.9%), Chile (8.9%),
El Salvador (9.4%), Mexico (6.9%), Panama (1.8%), and Trinidad and Tobago (6.4%). In Barbados,
the consumer price index fell by 0.6%. And, in Brazil, ECLAC reports "spectacular" achievements
under the government's anti-inflation plan, launched in July of last year (see NotiSur, 09/08/94
and 09/29/94). Throughout the second half of 1994, monthly inflation fell to between 2% and 3% on
average in Brazil, down from nearly 50% monthly inflation there during the first semester. "The
tendency toward price stability is one of the most important achievements in the last 10 years," said
ECLAC secretary general Gert Rosenthal.
"The region is in a much better situation now than at the beginning of the decade to confront the
problem of how to achieve high growth while maintaining low inflation." Notwithstanding the
positive growth rates and price stability, however, the region is still plagued by chronic trade and
current account deficits. A hefty 15% jump in the value of imports throughout the region from US
$148 billion in 1993 to US$171 billion in 1994 offset the 14% jump in export income reported last
year. As a result, the regional trade deficit totalled US$18 billion in 1994, up from US$15 billion in
1993 and just US$10 billion in 1992. In addition, an increase in the total regional debt combined with
rising interest rates in the advanced industrialized countries has greatly aggravated the regional
current account deficit. Although ECLAC must yet release its year-end estimates, in a special report
in September, ECLAC predicted that the regional current account deficit would grow to about US
$53 billion in 1994, up from US$43 billion in 1993 and US$37 billion in 1992.
To finance their deficits, most countries continue to rely heavily on foreign capital inflows. In
1994, another US$57 billion in foreign investment poured into the region, slightly higher than
the US$55 billion reported in 1993, although still lower than the peak of US$62 billion in foreign
investment reported in 1992. A total of US$234 billion in capital has flooded Latin America and the
Caribbean during the five-year period from 1990-1994. Nevertheless, the continuing reliance on
foreign investment to finance current account deficits could have a boomerang effect, potentially
undermining regional economic stability in the medium to long term. The vast majority of new
capital entering the region is in stocks and bonds, and thus does not represent real investment in
productive activities. For example, of the total US$57 billion in foreign investment last year, US$17
billion was in bonds, about 85% of which were sold by Argentina, Brazil, and Mexico. Such capital
inflows only bring short-term benefits, while often aggravating the region's long-term financial
imbalances by artificially lowering exchange rates, increasing demand for imports, and reducing
incentives for exports.
Moreover, investments in stocks and bonds are highly volatile, and have generally been lured to
the region by the vast gap between rock bottom interest rates on international financial markets
in recent years and the lucrative returns offered by Latin American countries to attract foreign
capital. Thus, since interest rates in the advanced industrialized countries have begun to rise again,
the level of capital flows to the region are expected to subside in the short to medium term, which
could usher in a new period of financial instability if regional governments do not take measures to
correct trade and current account deficits. In addition, political instability in some countries could
encourage investors to rapidly pull out of the region. Indeed, such problems greatly contributed
to the exchange rate crisis that exploded in Mexico in late December (see SourceMex, 01/04/95).
Finally, apart from the volatility of the capital flowing into the region, the investments in bonds
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and securities are also sharply driving up the region's foreign debt. According to ECLAC, the total
regional debt grew from US$497 billion in 1993 to US$534 billion last year, a 7.4% jump. Since capital
inflows to the region began to surge in 1990, the regional external debt has increased by a total of
26%. [Sources: Economic Panorama of Latin America 1994 (UN-ECLAC), September 1994; Notimex,
11/29/94, 12/20/94, 12/21/94; Agence France- Presse, 12/13/94, 12/16/94, 12/20/94, 12/21/94, 12/29/94]
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